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SPECIAL  in  this  issue 


U.S.  AGRICULTURAL  TRADE  AND  BALANCE  OF  PAYMENTS  WITH  OECD 

COUNTRIES 


by 
McGehee  H.  Spears  1/ 

The  Organization  for  Economic  Cooperation  and  Development  (OECD)  is  comprised 
of  the  6  member  countries  of  the  European  Economic  Community  (EEC);  the  7 
member  countries  of  the  European  Free  Trade  Association  (EFTA);  7  other  member 
countries  including  Canada  and  the  United  States;  and  3  special  status  coun- 
tries —  Finland,  Japan,  and  Yugoslavia.   2/  These  countries,,  as  a  group, 
represent  the  most  important  overseas  markets  for  U.S.  agricultural  products 
and  nonagricultural  goods.   In  recent  years  markets  in  these  countries  took 
more  than  half  the  total  value  of  this  Nation's  exports  of  both  agricultural 
and  nonagricultura]  poods.  While  agricultural  exports  to  OECD  countries 
represented  about  1{?  percent  of  botal  U.S.  .merchandise  exports  ($20.5  billion 
in  1962) j  the  absence  of  any  comparable  magnitude  of  agricultural  imports  from 
these  countries  results  in  a  most  favorable  U.S.  agricultural  trade  balance 
with  the  area.  In  each  of  the  years  i960,  196l  and  1962,  net  earnings  on 
agricultural  trade  with  OECD  countries  totaled  around  $2.0  billion  and  repre- 
sented two-thirds  of  total  net  earnings  from  all  merchandise  trade  with  this 
grour  of  countries.   The  importance  of  the  OECD  markets  for  U.S.  agricultural 
products  emphasizes  the  need  for  continued  access  to  these  markets  as  one  means 
of  improving  the  U.S.  balance  of  payments.   The  OECD,  as  an  organizational  unit, 
is  an  important  forum  where  trade  and  payments  problems  can  be  discussed  and 
corrective  policies  coordinated  among  the  world's  leading  trading  nations. 

The  Make -Up. and  Purpose  of  OECD ■ 

The  OECD  was  officially  established  on  September  30,  1961.   It  succeeded  the 
Organization  for  European  Economic  Cooperation  (OEEC)  which  had  been  form 
in  19^3  for  the  purpose  of  administering  Marshall  Plan  aid  and  coordinating 
European  recovery. 


1/  Assistant  Chief,  International  Monetary  Branch,  Development  and  Trad- 
Analysis  Division,  ERS. 

2/  Finland  may  have  an  observer  at  meetings  on  maritime  transport,  tinibe: 
p<  ••.  Industry  and  machinery  discussions.   The  Council  of 

1963  to  invite  Japan  bo  full  membership;  at  this  time  • 
lion  ■   1.  full  member  is  no1  effective.   Japan  as  a  member  of     • 
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■   ■       Ltations   ::  cooj     Li    nong  bh   Lndustr:  i  Lzed  countries  ;f 
,  Japan,  and  Mo  •  I   terica.  While  Canada  ind  the  United  States 
'  0E3C,  they  are  full  mi  n ;  -ru  of  OECD. 

'  n  :   Coop  ration  among  countries  with  respect  to  common  objectives 
:onomic      e;  cooperation  in,  and  coordination  of,  financial  and  mone- 
tary '    ■'   :  ■    :  bive  ex        C  conomic  assistance  to  developing 
:   L  n£  ;         xamination  of  specialised  topics  in  agriculture,  ;cienc  , 
tech]    ■   rid   ro   c  Lvi  by;  an       c   economic  activities.   3/ 

■  '  Lties  are  in  pro  ;   s.   For  example,  Economic  Policy  Committe  , 
with  2  wor      art!   ,  directs  its  efforts  towards  policies  for  promoting 
Eiconomic  gr     ind  balance  of  payments  --quilibrium.   The  Development 
Assistance  '  ■        :oordin     economic  assistance  to  leveloping  nations. 
conomic        •     •        md    riew  Committee  annual!/  ri  views  economic 

atus  countries.   U.S.  |  anticipation  is 
d  on  the  red  nj  Lon  thai  coordinated  actions  designed  to  invigorate  econo- 
h  and  i  »r<   ■  payments  ••  lationships  among  countries  are  dependent 
cooperation   m    OECD  countries,  and  between  these 
:  iveloping  nai Lons. 

OECD  ecu   ■"  s  may  be  classified  broadly  into  two  groups  --  member  and 
special  status  countries.   They  may  also  be  classified  according  lc  their 

I'-       •        oci        re  of  the  EEC,  EFTA,  and  as  countries 
i       .  ;     with    '  r  >!'  Lb'  .'   rcgi<  ma  i  '  r.  ;an  i  vj.\  Lions .   Pr<  isi  rri  I  ECD 
countries,       I  aca  rding  to  rn    c   affiliation  with  bhe  EEC  and  EFTA  and 

'ted  cr   independent  of  these  regional  organizations, .are  shown  in  table  1 

EFTA  was  establ"]  :  ted  in  i       i  fr   trade  association  committed  to  coordi- 
■-■      '     and  gradually  eliminating  restrictions  on  trade  between 
.  r  con  December  31 ,    1966.   As  of  January  1,  Y)6\\,    tariffs  on 

-  La]     r  bra  ledb  wei   member  countries  were  60  p'  rcent  below  I960 
. 

>ms  and  economic  union  established  by  the  Treaty  of  Romc  in 
. I7 .   It  -     '     [  also  to  dismani  Ling  tariffs  and  restrictions  on  intra- 
.  •■   nity  trade.   Di  bional  period  compl<  t<  z   en 

:  n  >er  31-     '.  initial  sti    .  re  taken  to  merge  the  industrial  sectors  of 
r  mber  countries  and  o  c   luce  internal  tariffs  and  abolish  quota  restric- 
Lon  on  t3   Lntra-trade  of  industrial  goods.   Decisions  on  merging  agricul- 
-.■•   polici  s  and  resolving  agricultural  trade  issues  were  deferred  during 

I  -snsition  phase.   Agriculture  is  presently  under  a  Common  Agricul- 
tural Policy  instituted  at  the  start  of  the  second  phase.   By  the  end  of  196? 

Lrs  i  :  id  of  the  origin?!  date,  tariffs  and  other  restrictions  on  intra- 
community    de  re  to  be  eliminated. 

■ensive  discussion  of  OECD  aims  and  organization  structure 
SCJ  H  n  ibo  '  .  1963. 


- 


,    i      L.--U.S.   agr        Ltural  exports   t       rg  mi:  atj  on    F<  ■■     ci  <rv  »mj  c  Coopera    Lon  a 
Development  countries:      Value-  by  country,   average   1957-59,    ".nnual    196    -62   and 

■  !  inua  ry-June  1963  1/ 


Item 


1957-59 

average 


I960 


1961 


1962 


—  Million  U.S.    dollars 


Jam 
June 
1963 


:CD  countries  2/ 
European  Economic  Commu" ' 


~TT. 

France , 

Germany 

Italy 

■' 
Total 


uropean  Free  Trade  Assn. 

Austria 

Denmark 

Norway 

Portugal 

Sweden 

Switzerland 






123 

137 

120 

132 

: 

78 

128 

112 

86 

]^ 

33h 

355 

371 

391 

] 

157 

159 

236 

176 

25a 

320 

318 

366 

"  J, 

1.0! 


1,157 


002 


1,151 
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O^J 


2': 

25 

20 

23 

U8 

$S 

U9 

6U 

: 

28 

33 

31 

39 

22 

12 

15 

20 

2J4 

;■■ 

k3 

he 

U8 

L7 

U5 

Sh 

63 

62 

22 

)ir: 

510 

li31 

h08 

Li 

Other  OECD  countries 


tada 

Finland  '..  '$/ .  . 

Greece  67" 

Iceland 

Ireland 

in 

Turkey 

Yugoslavia  5/. 
Total 7.  . 


361 

10 

29 

3 

15 

111 

50 

108 
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Japan  5/. 
Other. 7. . 


Total  agricultural 
exports , 


n32 
13 
16 

3 

20 

113 

36 

3h 
-5777- 


U91 

15 

3h 

3 

22 

l$k 

70 


Tot  a:  ?ECE  countries  ?./[        2j2?9     2^03      g^ 


512 

16 
18 

36 
98 

81 

86 

TTTT 


2,667 


262 


16 


] 


516 


1,277 


383     U85      55u      U8l      283 

:     i,uui       1,836        1,782         1,883        1,05-; 


u,103  U,82U  5,030  5,031 


2,618 


1/  The  United  States   is  a  member  of  OECD. 
2/  Excludes  Japan. 

3/        ]  Hum-Luxembourg  Economic  Union. 
5/  As  member  of  EFTA  since   1961. 

7/  0ECE   •    ecial  status   country. 
'  A;       •  1  .'  ■  inc      I   6?. 

lila  n   ..    '11  it  ii'j  wa,  jj  add    I      LoLals  du     I  0  roundj  ng. 
ou]       :      For-'  i  i'j\  Agricultural  Trade  of  the  United  States.      ERS,    November- Decemb or  1963 


,  ,  .  :c  i   bcr  coiij  a-.i  i  .  Ln  Janua ",/  1%2  on  the  f';  •■ 

:<  [rl(     -  i  ill  ura]  ;  Lii   .'i  •  tgricull  ural  pro  due  . : . 
-  •■   . -.   ;  .    ;  .   I   ■  :.  I  c  mmunity-wide  regulations  were  Lssuea  f  r 
■  aral  commodities:  Wheat,  ?eed  grains,  flour,  poult  v 

ibles,  livi  hogs,  whole  hoj  carcasses,  ana  wine. 
In  December  1963,  agreement  was  reached  on  the  basic  elements  of  instituting 
EEC  c_":     ;ricultural  policies  for  rice,  beef  and  veal,  dairy  products  and 

Llseeds;  detailed  regulations  putting  these  policies  into 
Issued  but  in  :■   .  roc<  ss  of  establishing  sucl'  regulations 
quer  '      '  pricing 3 production,  marketing  and  trade  between  EEC  countries  and 
with  third  countries  must  be  r      1.   Ij/ 

Unl'         '  wh  re  common  external  tariffs  and  levies  are  being  established 
again'     r    untry  suppliers,  the  EFTA  member  countries  each  retain  their 
res;,  ctive   xternal  tariffs     I  ;vies  on  imports  from  nonmember  countrie  ;. 
Although  no  EFTA  prohibitions  or.  agricultural  imports  from  nonmember  suppliers 
hav<       ■  -.eloped  in  common,  special  arrangements  have  b  n  made  for  certain 
agricultur   1  -ducts  of  -     ■  countries  to  be  treated  as  industrial  goods; 

specific  agricultural  products  benefit  from  general  tariff  cuts. 
These  arr  lade  to  facilitate  overall  trade  objectives  among  EFTA 

countries  and  for  the  benefit  of  those  EFTA  countries  heavily  dependent  upon 
ing   ■  ricultural  products  tc     r  member  countries. 

U.S.  Agricultural  Exports  to  OECD  Countries 

The    bo r  and    cial   batus  countrie!  of  0  CD  ire,  as  a  group,  the  major 
ir  '   'or    !  ■    L"  U.u.  agri  iltural  products  (see  bable  1) .  Agricultural 
c  on  vb   3,  1  xcluding  Japan,  averaged  $2.3  billion  annual  I  . 

from  19!        ....   They  totaled  $2.£  billion  in  I960,  and  over  $2.6 

billion  in  b     1   md  1962.  These  exports  to  OECD  countries  represented  ov  ■ 
.  -  1  f  of  all  U.S.  agricultural  experts  entering  world  trade  in  these 

respec I  v 

This  group  of  countries  represents  the  major  overseas  commercial  markets  for 
U.S.    agricultural  products.   Except  for  agricultural  experts  to  Austria, 

.  sece,  Turkey,  and  Yugoslavia,  most  exports  to  9ach  OECD  country  were  sold  for 
dollars  ana  moved  .outside  U.S.  Government-financed  export  program'  such  as 
F.L.  L.dO.   In  1962,  agricultural  exports  to  several  OECD  countries  financ  I 
unde3  U.S.  1  v  rnment  export   rograms  were  mostly  donated  or  bartered  while 
' .  ■:■  for  ;  n  currencies  under  F.L.  U80  were  confined  almost 
•  '  sivi  ;     3  countries  --  Greece,  Turkey,  and  Yugoslavia.   Shipments  under 
specified  U.S.  Government  export  programs  to  OECD  countries  as  a  group  were 
less  than  $300  million  in  1962  compared  „o  commercial  sales  of  over  $2.h  billion 

The  EEC  member  countries  as  a  group  imported  U.S.  agricultural  products  valued 
at  $1.2  billion  in  1962.  This  was  about  20  percent  above  what  they  imported 
$   years  age.  but  $6  million  less  than  in  196l.   January- June  imports  totaled 
3  million  in  1963  compared  with  $£85>  million  in  1962. 

"  -^      :-TiV-.  EEC  Rounds  Out  Its  Gee  on  ftgric  .  tural  Polici<  : 
"  .  F  S,  fare]  2,  I96I4,  pp.  3-S,  and  Irwin  R.  Hedges,  The 

■  '       -  a'-!   ''.:  .    /  ■■>■]  cu  l    up  .      I''A  !,    I''  <■■  ruber  "I  96;  . 
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,,,,..  ..   ....  .  ; .  f   a;   ,   n  lUp,    Lmpor   I  $66    Llion  of  U.    igrj 

in  1962.        bed  Kin  lor  Lira  0  ■   I  ov<  ■  1   •■■  r< 
>ducts        I  tc  tl  u     '  '•'  Lhir   I  i<  n 

U.S.  agricultural  ex]  >r  s.  The  remaining     CD  countries,   cclud 
imported  $8£0  million  —  the  principal  markets  being  Canada,  Spain,  Tur]    md 
Yugoslavia.   Exports  to  the  latter  2  countries  were  sold  primarily  under  Tit] 
P.L.  1+80  in  exchange  for  foreign  currencies.   Canada,  in  1962,  was  he   la 
importer  of  U.S.  agricultural  products  ($512  million).   Exports  tc  U 
totaled  $14.81  million  in  1962  compared  with  $$$h   million  in  1961;  Jaj  an  w; 
second  largest  recipient  of  U.S.  agricultural  products  in  1962.   5 

On  July  30,  1962,  the  EEC  imposed  a  common  external  bar  'f  (the  variable  Lm 
levies)  against  imports  of  certain  agricultural  products.   Since  then,  exp<  rts 
of  U.S.  agricultural  products  subject  to  these        leclined  $ll£  million,  or 

25  percent,  in  fiscal  year  1963  compared  to  simil?  ■  xports  in  th< /ioi 

year.  These  levies,  thou  luring  fiscal  19'?,  w  re  effect  u 

for  almost  all  of  fiscal  1963.   U.S.  agricultural  exports   1  EEC  member  countri 
as  a  group  and  not  subject  to  variable  levies  totaled  $713  million  and  $7 
million  in  these  respective  years.   6/ 

The  significance  of  the  OECD  markets  for  U.S.  agricultural  products  lies 
favorable  impact  such  exports  have  on  the  U.S.  trade  balance.  VJhile  the  U.i  . 
merchandise  trade  balance  with  OECD  countries  as  a  group  is  traditionally  Ln 
surplus  (over  $3  billion  in  each  of  the  years  I960,  196l,  and  1962  .  the 
agricultural  bra  I   nrplus  was  a  1  :   Lmi  >rtant  part  of  this  rocon  of  nel 

i  irnings.   Cn  1   2,  agri<  Ltura'J  brad<  surplus  with  OECD  coui   les 
accounted  for  almost  two-thirds  of  the  $3  billion  merchai  l.ise  .rad<   airplu 
with  these  countries.   Net  earnings  from  U.S.  agricultural  trade  are  one  of  i 
major  factors  in  improving  the  U.S.  balance  of  payments  with  bh<   "'   cou]  r 
as  well  as  in  other  areas. 

In  1961,  the  balance  on  merchandise  trade  with  all  areas,  including  net  ear 
on  agricultural  trade',  reached  a  record  high  of  $5.ii  billion  corn;     with  •" 
billion  in  I960  and  $U.3  billion  in  1962  (table  2).   The  balance  was  $2. $   i  i.1- 
lion  for  the  first  half  of  1963.  Net  receipts  on  merchandise  trad',  with  b] 
OECD  countries  were  mainly  responsible  for  these  record  nr. f  trad'   arningE  in 
1957  through  the  first  half  of  1963.  Net  receipts  from  U.S.  agricultural   ra  1 
with  3ECD  countries  totaled  $2  billion  in  196l  and  1962,  respectively,  or 

f  al  Lllion  d<  liars  more  than  a\  rag<  n<  b  ■   ceipts  for  bhe 
p  ric  :  1  ■■':'"      hrough  1959.   Although  U.S.  nonagri cultural  trade  with  OECD 
countries  far  surpasses  in  magnitude  the  value  of  agricultural  trad*  wi 
these  countries,  not  earnings  on  nonagricultural  trad;;  were  particularly  low 
during  1957-59 ,  averaging  $0,7  billion.   But,  in  each  of  xhe  years  I960,  l°6l 
and  1962,  net  earnings  averaged  over  $1.3  billion.  Net  receipts  on  nonagricultur 

5/  Alex  D.  Angelidis  and  Dewain  H.  Rahe,  "Regional  Distribution  of  Exports," 

Foreign  Agricultural  Trade  of  oho  United  States,  ERS,  November-Dec-  •-■>  r  1963. 

6/  Dewain  •'-.    i-ao-.,  ''U.S.  Agricultural  Exports  Up  to  A.  si    ad  La  til 
bu'  her  in  1962-63,"  1'  ■  Lgn  Agricultural  Trade  of  the  I  n 

196U . 
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Item 

1957-59  : 

average  , 

I960  : 

1961   : 

62 

'  -J  anu  t  r  - 

:   June 

• 

-*~7S*^. 

—  Million 

U.S.  dol 

lars  -- 

All  areas 

3,li6l 

135 
3,326 

1,735 
999 

3,7. 

5,Ul6 
1,31*0 

1 1,07  6 

h,33k 

1,155 
3,179 

Nonagricultural  trade ,  net... 

2,182 

699 
1,783 

3D  countries 

trad'    lane  

ural  urade,  ne1 

Nonagricultural  trade,  net... 

2,367 

1,63^4 

733 

3,391 
1,863 
1,528 

3,390 
2,01a 

1,376 

3,013 
1,969 
l,0uU 

1,753 
951 
802 

Pest  of  --..rid 

trade  balanc  => 

Non   ■'  cultural  trade,  net... 

1,09k 

-l,U99 
2,593 

l,3kh 
-86U 

2,208 

2,026 

-676 

2,700 

1,321 

-8I4 

2,135 

731 

-252 

983 

]./  •  .•  c    r.   mili I  '■    •  ■  ■  I  aid. 

Id  u  otals  lui :  bo  rounding. 

Sources:   'oreign  Agricultural  Trade  of  the  United  States.   ERS,  November- 
December  1963.   Balance  of  Payments  Statistical  Supplement  to  'he  Survey  of 
Current  Business  ;  :■'■. v  i .scd  :'riion),  1963.   Survey  of  Current  Business.   U . S , 
artmeni   .;'  Oommerce.   Ju n e ,  S ep t emb e r  and  December  1903. 


trace  with  bhe  rest  of  the  world  averaged  over  $2.U  billion  during  the  period 
1957  through  1962.  Net  receipts  on  nonagricultural  trade  or  those  net  earning; 
on  agricultural  .trade  with  0ECD  countries  were  more  than  adequate  to  cover 
agricultural  trade  deficits  with  the  ^est  of  the  world  over  the  same  period. 

U.S.  Balance  of  Payments  with  OECD  Countries 

'b  U.S.  balance  on  recorded'  transactions  with  the  OECD  member  and  special 
status  countries,  excluding  Japan,  improved  markedly  in  1962  and  was 
in  surplus  by  $1.3  billion  compared  to  a  surplus  of  $719  million  in  196l. 
The  recorded  balance  was  in  deficit  by  $863  million  in  i960  and  averaged  this 
same  amount  for  the  period  1957-59  (table  3).   In  1962,  the  reduction  In  U.S. 
monetary  reserve  assets  and  the  increase  in  liquid  liabilities  to  OECD  countries 
totaled  $73  million:  this  was  an  improvement  over  the  $2.2  billion  in  196l; 
$2.6  billion  in  I960,  and  an  annual  average  of  $2.1  billion  for  the  1957-59 
■'o<3..      For  the  first  time  in  a  decade,  in  1962,  U.S.  short-term  dollar 
' al  '  '  I  '        ID  count  -i  <.r.   did  n  »1  Lncn  ■   ■     bu1   imini  shi  id  1         Lli  on: 
1.1  j  do i 'J  i"  1'uj.b) liU.es  f,u  bh  Europi  1.1  UUCD  1  mntri<  .   •  E1  $7  !  ,''  mill: 
ffsei  by  a  rise  in  I   Lar  liabilities  to  Canada  of  $522  million.   The 
■;■  -  st  annual  increase  in  such  dollar  liabilities  occurred  in  195      1961, 
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3. U.S.   ba:  of  ]  :  '  ur.tri    s  and  all  areas,    average 

19"   -'     .      nr.ua]  -62,     ind   January-  1/ 


Itc 


OSCD  countries  2/ 
Q 


U.S 


net 


other 


trail! 


Receipts,  to 

Exports  of  goods  and  services 

Repayments  on  U.S.  Government  loans 

Foreign  long-   -   Lnv     nts 
Payments,  total 

Imports  of  goods  and  services 

Private  remittances,  pensions 


U.S .  ;  riva         .  i   .... 
.  .  -       conomic 

ne  t 

Balance  on  rec      I  rai  s   ions 

Errors  and  or-.irsions  and  transfers  of  fv 

between  foreign  areas,  receipts  by  area  (-) 
Reduction  in  monetary  reserve  assets  and  increase 

in  liquid  liabilities 

Decrease  (-)  in  U.S.  monetary  assets 

Increase  (-)  in  liquid  liabilities 

Increase  (-)  in  foreign  holdings  of  special 
U.S.  :ur 


.    '  

rts  of  ind  services 

lyi    :  i  •  ; .  S .   Gov-  cm     i       Loans 

Ion  -  rm  investments  in  U.S.,  net 

Payment  3 ,  total 

]    1     "goods  and  services 

••    inci  s,  pensions,  ether  transfers, 

ne  t 

U.S.  private  capital,  net 

U.S.  Government  capital  ^nd  economic  grants, 

ne1 

Balance  on  recorded  transactions 

Err'    -s   and  omi  ssions,   net 

rail  balance:     Reduction  in  monetary  reserv 

nd    Increase  in  liquid  liabilities 

.     .         -      in  U.    . 

Inc"ea?<    (-  i         b  

foreign  I        I              £"  special 
I  ...   GoA  ■  "   tics  h/ 


1957-59 
average 


i960 


1962 


January- 
■ 
1963 


Million  dollars   -- 


12,945      lU,ghl 


390 
375 


T5702T 
297 
221 


-5,911 

il^nv 

915 


17,3! 


r-r- rr-3-y-ry-7^T2~ 


15,552 

3/        h 


:  . 

TIT"-: 


■ 


3/  Z 


-13, Ohl 


12300        12,Z?2       13. ' 


357 

1,)j13 


265 
2,366 


2,171 

J,/l 


-:5bj, 


1  ■ 


291 
1,892 

blv 
T72&T 


213 

2,05: 

395 


~r 


-1,206       -1,756       -2,909       -2,021       -1,101 


-2,068       -2,619 


-2  "   K 


■1, 
-    . 


■1,718 

- 


— ■ — 

-'    Jo 


-7^9 


-i.55h 


-93.U 
195 


-I, 67a 
-33* 


-0!  ( 


25,550 


2C73E1 


27,976 

":    .  HT 
636 

3^c- 


.313 

2P,3H 

1.27li 

7-28 


32,0^3      23,9U5 


^~7<  =T\;      -      . 


25,79: 
1,283 

3/1,   : 


21,"552 


738 
2,963 


23,20^        22,' 


■ft--     -33,25h 
6*7       2H79c"r 


22, T?  3 
721 
3/  3^1 
-20-335- 


672 

3.     '- 


?o5 
U,i5o 


736 
3,273 


i ,  135        3,ao5        i;.Q56 Lu2 ; 


•3,19^ 


■1,U&1? 


557 

2,97  b 

3,3'Q 


-1,'^: 


-1,023 


-2,252 


-730 


-3, 


-2,370 
~^oF 


■2 T 166 


T333 

-    ! 


-2,U55 


_ 


-3  2 


- 


/ 


Excludes  military  grant  aid. 


2/  Balance  of  pajrments  transactions  with  the  OECB  countries,    except  Japan,    as  listed  in  tab]      ] . 
above;    also  includes  transactions  with  the  Vatican  City,    Bank  for  International  Settlements, 
European  Coal  and  Steel  Community,   European  Payments  Union,   European  Productivity  Agency  and   the 
Organization  for  European  Economic  Cooperation. 

3/  Includes  purchases  by  foreign   central  banks  and  Governments  of  U.S.    Government  nonmarketable 
um  term  nonconvertible   securities   denominated  in  foreign  currencies  and  dollars. 

rm    :oiwertible  securitii  ited  ir  f<  n 


1 


E  ;:-  Lon,  . 

- ber  1963. 


■       Lo  th     !    ;rvi  ,    of  Gu  rr  nl      ■       ■ 


■  " '!■-.•  :.'    '  wetness,     U.i  .    Depl :r    of  Commerce,    June ,        1       ii     • 


ling  $1.  billion  in  each  year.  U.S.  mon  ■■  ■■.   s  rve  assets  declines  ^ 
.  in  1962. 

ment  in  the  U.S.  payments  balance  with  the  OECD  area  reflects  the 
advantages  of  continuing  consultations  and  cooperation  between  the  major 
rialized  countries  on  mutually  advantageous  financial  and  monetary 
policies,  and  the  efforts  made  by  the  United  States  to  minimize  the  disoqui- 
effects  of  large  balance  of  |  1   nts  deficits  on  the  wi  '"Id's  trade 
and  financial  system. 

Measures  taken  by  the  United  States  to  correct  its  payments  imbalance  recognizs 

importance  of  U.S.  transactions  with  the  OECD  countries  as  being  most 
important  to  correcting  the  problem. 

These  measures  range  from  influencing  certain  international  transaction.:  of  th< 

U.S.  Go\ ''  to  actively  promoting  an  increase  in  merchandise  exports. 

res    en  include  reducing  and  offsetting  large  U.S.  military  expenditure 
abroad  through  procurements  in  this  country  and  increasing  the  sale  of  military 
equipment  to  foreign  countries;  utilizing  to  the  utmost  U.S.  goods  and  service: 
in  extending  economic  assistance  abroad;  and  seeking  to  enact  an  interest 
■  la  Lzation  tax,  retroactive  tc  mid- July  1?63. 

Moreover,  substantial  assistance  in  reducing  the  payments  imbalance  has  been 

Lned  through  mcasur  1  worked  out  cooperatively  with  the  more  industrialized 
rmn'.rios.  Thes*  include  the  cooperative  military  arrangements  mention 
:  ,  ;  <■    ■    L] i1  of  sizable  debt  repayments,  often  in  advance,  from  OECD 
countries;  European  initiated  efforts  to  improve  the  functioning  of  their 
■•■•  Lta]  n      ■;  continuing  efforts  to  modify  restrictions  on  multilateral 
radi  :  muti  il  cooperation  in  extending  economic  assistance  to  developing  nation;  : 
::'    among  the  10  leading  industrialized  countries,  reached  in  December 
.  to  Lend  their  currencies  to  the  IMF  to  insure  that  sufficient  amounts 
would  be  .'  ailable  should  any  of  these  countries  experience  payments  pressures 

Impair  the  international  payments  system;  and  U.S.  interven- 
tion in  the  foreign  exchange  markets.   All  these  factors  have  helped 
strengthen  the  U.S.  balance  of  payments  with  the  OECD  countries  and  the  rest 
of  the  world. 

One  factor  having  a  pronounced  favorable  impact  on  the  Nation's  balance  of 
i  h   C3  countries  is  the  receipt  of  scheduled  and  advance  repay- 
ments on  ]  .'  -..  ••  U.S.  Government  loans.   In  the  years  19^3-1962,  repayments 

■'.<     DEC   countr_  ;s  as  a  group  totaled  over  $h.$   billion,  representing  almost 
63'  percent  of  total  repayments  received.   In  196l  and  1962,  debt  repayments  by 
the  OECD  countries  of  $9l£  million  and  $898  million,  respectively,  made  up  over 
70  percent  of  total  repayments. 

Another  development  further  illustrates  the  close  cooperation  between  the  U.S. 
and  other  OECD  countries.   It  is  the  sale  abroad  of  U.S.  Government  nonmarketable 
convertible  and  nonconvertible  certificates  and  bonds  denominated  in  dollars 
-  .-.  of  the  purchasing  foreign  central  banks  and  governments.   hi  . 
•  ;  to  offer  f"<  reign  ci  ntr  I  banl  :  and  governments  a  mi 
L'  liul.d.u   dolla.1  1  serves  In  excess  of  'I"  Lr  roquir*  men  ts  or  no*  ds.   D  f<  1 
Lnno   ;";.  th  major  industrialized  OECD  nations  with  excess  doll, 
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I  ■.   nc«  of  paym  n1  s    ■  Lu  :  :  .  had  ■  '   oj- 
Lthor  in  ma    I  Lb]   U .    .  Lar  s  i  ri  J 

•  con1    •  Ln1   gold  which  reduced  th<  U.S.  gold  st< 

•e  issv    i      ■  urth  qu  r  r  of  1962,  these  special  U.S.  Government 
securities  have  been  sold  to  Austria,  Belgium,  Canada,  Germany,  Italy,  Sweden 
and  Switzerland.         end  of  September  1963,  the  value  of  th  s    i  u : 

outstanding  totaled  $  6  million;  $70£  million  equivalent  were  -! minati  I  Ln 

foreign  currencies. 

The  sale  of  nonmarketable  medium-term  nonconvertible  securities  in  bh   fourth 
quarter  of  1962  to1     $25>1  million  equivalent  and  ■  ■    ■  ented  abou  ono-tb 
of  net  foreign  long-term  investments  made  in  this  country.   In  the  firsi 
months  of  1963,  the  value  of  nonconvertible  securities  outstanding.  Lnciud 
ort-Import  Certificates  sold  abroad,  declined  $!a2  million.   For  't   ;ai 
i  1963,  however,  foreign  holdings  of  nonmarketable  U.S.  Gov  •     n  • 
securities  convertible  on  short  notice  into  freely  usable  cash  at  bhe  option 
of  the  holder  rose  $67?  million.   The  sale  of  this  la  iter  type  of  security  .  •  - 
resents  a  cooperative  arrangement  through  which  the  United  States  finances 
oart  of  its  balance  of  payments  deficit  with  foreign  central  banks  and 

rnments.  If  these  convertible  securities  are  considered  to  be  long-ti  cm 
investments  in  the  United  States,  the  balance  on  recorded  transactions  with  all 
areas  is  reduced  from  $2.1*  billion  for  the  first  9  months  of  1963  tc  $1.6 

Lon.   Thi  balance  on  recorded  transactions  with  OECD  countries,  as  a  group, 
'  '  us  of  •;'  L03  mil]  Lon. 

Sales  of  nonmarketable  medium-term  U.S.  Government  securities  as  dencminal  I 
Ln  bhe  following  foreign  currencies  —  Swiss' francs,   Italian  lire,  German 

:■  rks,  Austrian  shillings,  and  Belgian  francs  —  !::tve  maturities  of  ur  tc  2 
rs  and  are  considered  a  second  line  of  defense  in  maintaining  and  proted  Lng 
dollar  in  foreign  exchange  markets  abroad  during  periods  of  specula tiv 
disturbances  of  a  temporary  nature.   Th^-  sale  of  these  securities,  when 
denominated  in  foreign  currencies,  generates  currency  resources  without  add  ;. 
to  excessive  dollar  balances  abroad.   Thus,  these  sales  provide  financial 
resources  to  supplement  present  foreign  exchange  operations,  initiated   ar" 
in  196l,  by  the  U.S.  Treasury  and  Federal  Reserve  System  through  reci]  ■  ■>  < 
currency  "swaps,"  (i.e.  agreements  whereby  the  United  States  borrow!  fore: 
currency  as  needed  for  a  brief  time,  providing  in  turn  to  the  foreign  suppli 

m     -1  '-■■         liars  upon  which  it  may  draw). 

U.S.  mono tar  ■  authorities  through  such  reciprocal  currency  agreements  with 

cted  for  Lgn  monetary  authorities  may  borrow  foreign  currencies  needed  for 
brief  periode  and  then  either  purchase  excess  dollar  offerings  in  the 
exchange  markets  or  purchase  excess  accruals  of  dollars  already  held  by 
European  central  banks  and  governments.   As  of  early  March  1963,  the  Federal 
Reserve  System's  reciprocal  credit,  or  "swap,"  network  covered  10  European 
centra]  banks  and  the  Bank  for  International  Settlements.   ?/ 

7/  Reports  are  maae  oeriodically  by  Charles  A  Coombs,  "Treasury  and  Fede 
serve  Forrj  -n  Exchange  Operations,"  Federal  Reserve  Bulletins,   Board 

!'!'•:     of      l|<      I'Vjderal     ]■<■:■   <■■  ,:.t'm.      ■  <  t '  'rut'  ■•    1 '  >(\\  "      :■  r-.  |,    •,  n' i    Sep  Lr/nh 

■    3- 
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U.S.  monetary  reserves  since  196.1  have  consisted  partly  of  convertible  f ore  I  n 
currencies,  mainly  as  a  consequence  of  foreign  exchange  operations  using 
convertible  foreign  currencies  obtained  through  reciprocal  credits  and,  more 

>ntly,  through  the  sale  of  nonmarketable  U.S.  Government  securities  denomi- 
nated in  foreign  currencies.   Holdings  of  convertible  foreign  currencies  totaled 
$270  million  equivalent  at  the  end  of  the  third  quarter  in  1963,  an  increas: 

:V~>h   million  equivalent  since  these  foreign  exchange  operations  began. 

Concluding  Observations 

The  improving  U.S.  balance  of  payments,  particularly  with  OECD  countries, 
reflects  the  continuing  importance  of  U.S.  cooperation  with  other  OECD  countries 
on  payments  problems  as  well  as  on  international  trade  and  financial  problems. 
The  exchange  market  crises  in  the  early  years  of  the  decade  have  subsided  bul 
corr  U.S.  pa       Lnil  lance  involves  continuing  international 

coordination  of  complex  economic  policies  and  goals  among  OECD  countries,  and 
between  these  countries  and  the  developing  nations.  Within  this  organizational 
framework,  cooperative  efforts  by  the  OECD  countries  have,  already  eased  the 
pressures  of  this  Nation's  international  commitments  which  were  associated  a 
short  time  ago  with  record  balance  of  payments  deficits.   Continued  improvers  ii 
in  the  U.S.  balance  of  payments  will  depend  upon  further  corrective  actions 
by  the  United  States  and  it  will  also  depend  upon  more  cooperation  of  other 
JD  countries. 

1  and  mon  bary  cooperation  between  OECD  countries  is  important  to  th 
U.S.  balance  of  payments;  however,  of  immediate  importance  also  is  the  acces  i- 
Lity  of  major  commercial  markets  abroad  for  U.S.  agricultural  and  nonagricul- 

luc  e.   One  trading  area  of  OECD  has  already  initiated  a  common 
;ricul  ural  policy  and  is  imposing  a  system  of  common  external  tariffs  and 
levies  against  countries  which  are  traditional  agricultural  suppliers.   Subse- 
quent +  o  the  implementation  of  a  Common  Agricultural  Policy  by  the  EEC,  U.S. 
)ortiE  of  certain  agricultural  products  declined  by  2i   percent.   This  develop- 
t  opens  up  possibilities  of  further  contractions  of  U.S.  marKets.  Restri  - 
:•:    agricultural  trade  policies  as  they  progress  and  '-specially  if  expanded 
by  other  trade  areas  and  countries,  or  extended  because  of  the  EEC  broadeninr 
of  its  membership,  and  associate  membership,  could  offset  much  of  the  benefi- 
cial progress  made  possible  by  past  and  present  cooperative  OECD  measures 
ratin    >  alleviati  ::   U.S.  paym  nts  problem.  '  Mor  ex  n:  Lve  and  world- 
le  agricultural  trade  restrictions  could  be  harmful  to  net  U.S.  tr^.de 
trnin    md  Introduce  instability  into  the  international  payments  system 
Itself.   The  contribution  of  U.S.  agricultural  exports  to  improving  the  Nation's 
balance  of  payments  particularly  with  the  industrialized  OECD  countries,  le: 

-  the  conclusion  that  U.S.  agricultural  trade  must  be  given -high  priority 
among  present  efforts  considered  for  improving  the  U.S.  balance  of  payments 
and  the  international  payments  system. 

rvee  of  OECD  countries,  excluding  Japan  and  the  United  States,  presently 
1  U.S.  $33  billion  compared,  with  $10.8  billion  at  the  beg.'.  1 
m  that  U.S.  andustria   rid  ;   '  :u]  tural  :• 

'  .    i'1-'  "'i  •■■!., 11  >Li  1  J.'  Uic-i   countries.     ■  r,    i.ns tea   1   an 

.-"    1  '  rsea  marked  for  U.S.  agricultural  products  bl  for 

community-wide  agricultural  policy  moving  toward  ..  icultural  self-si  '" 
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proiec        .        variab]    l     -r-iJ:):'  I  lower-priced  imports  has 
ilr     :-  I  this    '  •-.'■     ■   ;ri cultural  mark   and  U.S.  tradi    p«  rtui  ties, 

oug]       !  member  countrii  s  a     ;roup  poss  ss  over  one-fourth  of  bin 
rl  \  reserv  .  ,  bhese  reserves  represent  potential  purchases  of  U.  . 
bural  products  only  if  they  are  not  "bottled  in"  by  politico-economic 
•  ■  :,:'  ■    .   Such  policies,  if  restrictive  enough  to  accomplish  the  :■  Lr 
goals  of  an  EEC  Common  Agricultural  Policy,  may  exorcise  a  lasting  adv 
effect  on      raditional  patterns  of  world  and  U.S.  agricultural  trade. 

:  er  bhis  trend  will  harmonize  with  bhe  cooperative  goals  of  OECD  remains 
cc  be  seen.   Because  ^he  OECE  countries,  and  particularly  the  EEC  coun'  ci 
arc  the  major  ov  ■■  a  3  dollar-  customers  for  U.S.  agricultural  products,  thi; 

riving  continually  bo  Insure  bhat  U.S.  and  other  third 
councry  in  ■  r  sts  i       iccounted  foi  in  the.  li  velo]  Lng  agricultural  and 
trade  policies  of  these  countrii  s.   The  goal  of  expanding  multilateral  agricul- 
tural and  nonagricultural  trade,  together  with  closer  financial  and  monetary 
ther  OECD  countries,  attests  to  the  significance  this  Marion 
on  ur   ring  and  expanding  economic  growth  among  the  world's  trading 
ions . 
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